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Thank you for the invitation to appear before your subcommittee to 
discuss the food price situation and outlook. In my testimony last year, 
I reported that the Department of Agriculture had forecast a 3 to 6 per- 
cent increase in the cost of food in 1978 at the retail level. Time--as 
it often does--has proven that estimate to be a little short of what has 
occurred. In my testimony today, I will try to explain what actually has 
happened with food prices this year. 

Last year we concentrated on nonfarm food costs which have been the 
most persistent source of food price inflation over the past six years. 

I will briefly discuss the impact of those costs but will also address 
some of the other factors affecting food prices. 

The basic fact remains that two-thirds of every dollar spent in 
1978 for U.S. farm-produced foods goes to pay the costs associated with 
bringing that food from farm-gate to check-out counter. Therefore, when 
inflation in the general economy is boosting these costs at an anmal 
rate of 7 percent, consumers will pay 4.5 to 5 percent more at the food 
store, even if the farmer receives not one penny more for what he has 
produced. This would imply that for every one-percent change in the rate 
of inflation in the general economy, one could expect a two-thirds per- 
cent change in the retail food store bill. 

The remaining one-third of every dollar is in the raw farm product 
component. This year increases in farm prices have pushed food costs 
higher; however, the basic trends in non-farm costs have continued. Since 


1973, consumer expenditures for farm-produced foods have increased 
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nearly $66 billion--a 50 percent increase. More than three-fourths of 
this increase has been due to nonfarm charges for marketing the product 
after it left the farm. The labor bill itself increased more than $25 
billion, accounting for nearly 40 percent of the increased outlays by 
consumers. On the other hand, the farm value has increased about $15 
billion since 1973; most of the increase occurred in 1977 and 1978. 

In 1978, grocery store food prices will probably average about 10 
percent above 1977. Farm prices, now expected to average about 15 percent 
above the depressed levels of a year earlier, may account for almost half 
the average 1978 food price increase. Contributing significantly to this 
increase were smaller-than-expected meat supplies at a time of increased 
consumer demand. This led to a rapid acceleration in livestock prices 
in the first half of the year. Heavy rains in central California early 
this year also contributed to increases, delaying and disrupting normal 
planting and harvesting, affecting both volume and quality of certain 
vegetables and thereby pushing prices up sharply for a short time. 

Marketing charges are expected to average 7 to 8 percent higher 
for the year and account for nearly 40 percent of the total food price 
increase. Prices for fish and imported foods, now expected to average 
about 10 percent above last year, are accounting for the remainder of 
the increased food prices. 

After their steep climb during the first half of the year, retail 
food prices have leveled off this summer. For the balance of this 
year, they are expected to hold about steady, barring unusual weather 
or other events. Seasonally large food supplies and a little less pull 


from consumer demand might cause farm-level prices to slip a little further. 


3 
Even so, marketing and distributors' costs will offset this and food prices 
will not reflect the decline. 

Food prices in the third quarter are likely to average about 2 percent 
above the second quarter while fourth quarter retail food prices are 
expected to show little change. Lower prices for red meat and poultry 
along with seasonally lower prices for fresh fruit should about offset 


moderate price increases in most other food categories. 


The 1978 Set-Aside Program 


Weather has more to do with production than do policies, 
and we have another lesson this year. 

The set-aside program for major crops announced in March 1978, was 
generally successful in bringing the agricultural plant into better 
balance. The program was designed to obtain a combined set-aside of 
approximately 22 million acres of wheat, feed grains and cotton with 
a total harvested acreage of around 168 million acres. As of September, 
the estimated set-aside was approximately 17 million acres with a harvested 
acreage of these crops totaling around 171 million. 

While the acreage adjustments were a little short of expectation, 
weather and relative prices at planting time were significant factors in- 
fluencing the crop production patterns and producer participation in the 
programs--particularly for feed grains. At planting time, feed grain prices 
were well above the loan rate and the futures market indicated continued 
strength for both feed grains and soybeans. With the program structured 
for producers to sign up but withdraw later if they felt a more favorable 


market alternative existed, the strength in feed grain and soybean markets 
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Figure 1 
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Table 2. --Annual average changes in Retail Food Prices, 1967- 1978 
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11 
motivated farmers to make larger than expected plantings of corn, grain 
sorghum, barley and soybeans. 

Wheat production, however, will be slightly less than expected, while 
cotton production is well below expectations. Feed grain production, how- 
ever, especially corn, will be well above expectations. Soybean production 
is likely to be very close to expected. 


1978/79 Crop Production 


Program Analysis September '78 
ry Official USDA 
Wheat Mid. bu’ 1 ,866 1,788 
Cotton Male bls. 1.3 iD ies 
Feed grains Mil.MT 187 Alpe) 
Corn Mil. bu. 5,962 CIUSIMT) 6.795 C173 MT) 
Soybeans 14759 Laz 


1/ Supply/demand projections developed for program decision. 


The production levels coupled with demand prospects leave the 
1978/79 wheat supply/demand balance about as expected. Farm prices will 
probably average 50 cents above the 1977/78 season average farm price 
of $2.31. Carryover stocks are likely to drop only slightly. 

Cotton yields are forecast to be the lowest in the last 30 years, 
due to weather and insect damage. Carryover stocks at the end of the 
1978/79 marketing year are likely to be more than adequate, with a slightly 
stronger price picture. 

The 1978/79 feed grain crop is currently projected to reach a record 
209 million metric tons largely due to abnormally favorable weather 
pushing corn yields, and therefore production, to record levels. The corn 
yield for 1978 is currently projected to be 3 bushels per acre above 
the previous record and 16 bushels per acre above the average yield in 


the previous four years. Production of the remaining feed grains--grain 


12 

sorghum, barley and oats--is about as expected, with stocks increasing 
only for barley. Prices will likely average near last year's level. 
Carryover stocks of corn will increase sharply if production meets 
currently projected levels and prices may average below 1977/78 levels. 
While the feed grain reserve program has supported prices somewhat, until 


recent weeks quantities going into the reserve have lagged earlier estimates. 


The Grain Reserve Program 


The farmer-owned food grain reserve was initiated in April 1977; it 
was expanded to include feed grains in August 1977. The program is the 
cornerstone of the Administration's food and farm policy. It will re- 
move the excess when large crop supplies depress prices and will provide 
reserve supplies when crops are poor and prices high. 

The expanded reserve has a goal of at least 330 million bushels 
of wheat and 6/70 million bushels of feed grains (corn equivalent), all 
remaining under farmer control. A government-owned component of the reserve 
will retain up to 220 million bushels of wheat for international food aid 
commitments. As of September 15, we had surpassed our objective by 20 per- 
cent for the farmer-owned wheat reserve, with nearly 400 million bushels 
of the 1976 and 1977 supplies. 

We are still short of our October 1 objective on the feed grain 
reserve. As of last week we had a total of 362 million bushels of 
1976- and 1977-crop corn, sorghum, barley and oats; however, in the past 
several weeks, entries have been particularly heavy, and we expect our 
goals to be reached before the end of the year. 1978-crop corn and 
sorghum will be eligible for direct entry into the reserve as needed to 


meet the goal. 
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The reserve has done much to improve producer prices. The price 
of wheat in August 1977 averaged $2.13 per bushel; this August the 
price averaged $2./9. Corn prices averaged $1.63 when the reserve was 
announced in August 1977, increased to about $2.30 in May and June 
and declined to $1.99 in August. 

he farmer-owned reserve program allows producers to receive cash 
for their grain at the loan rate, plus payments for storage. Pro- 
ducers retain ownership of the grain and make the final marketing 
decisions on it. Storage payments are 25 cents per bushel per year 
for all grains except oats, set at 19 cents. The producer is required 
to pay interest on his loan only for the first year the crop is in the 
reserve. 

The producer signs a three-year contract, agreeing to hold the grain 
from the market until the price reaches the release level. The release 
level is 125 percent of the loan for feed grains and 140 percent of 
the loan for wheat. At current loan levels, then, the national average 
market price must reach $2.50 for corn and $3.29 for wheat for the 
producer to remove the grain from the reserve without penalty. 

The producer is not required to remove his grain from the reserve 
when the market price reaches the release level. The grain may remain 
in the reserve until the price reaches 140 percent of the feed grain 
loan ($2.80 for corn) and 175 percent of the loan for wheat ($4.11). 
At that time, the producer has 30 days to redeem his loan or forfeit 
his grain. He may, of course, elect to repay the loan and hold the 
grain on his own for higher market prices. 

Though neither the release nor the call level provisions of the 


reserve program place a "ceiling" on farm prices, producers can be 
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Figure 8 


RICE SUPPORT LEVELS AND FARM PRICES 
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expected to gradually release supplies onto the market after it reaches 
the minimum release level. This will moderate any market price increases 


during periods of tight supplies. 


The Cattle Cycle and Pork Production 


The smaller than expected pork supply in 1978 was a major con 
tributor to the larger-than-forecast increase in retail food prices. 
Beef production in 1978 was anticipated to be less than in 1977 
as the cattle liquidation process cut into the herd size. 

We earlier thought favorable feeding margins in 1977 would trigger 
an expansion in pork production of at least 10 percent. A report of 
producers' intentions late in 1977 supported this prediction. At that 
time, it was reasonable to expect the increased pork supplies would 
combine with expanded broiler production and would more than offset 
the smaller beef supplies. Even with the anticipated rise in beef prices, 
larger meat supplies and the forecasted moderate increase in consumer 
incomes did not suggest sharply higher prices for all meats. 

However, several factors altered the expected increase in pork 
production. Uncharacteristically all served to reduce production. 

The widely publicized consensus among livestock analysts that hog 

prices would be dropping in early 1978 due to larger supplies provided 

a discouraging price outlook for producers. Cold weather during December, 
January and February and an increase in disease caused breeding and 
farrowing problems and contributed to larger than normal death losses. 
Finally the nitrates issue may have posed an additional uncertainty 

for producers in a market which was already expected to drop. As a 


result, producers simply did not expand output as much as their 


20 
earlier reported plans indicated. Instead of an increase of 10 percent, 
1978 pork production will increase only 1-2 percent. 

However, pork production was not the sole determinant of increased 
meat and livestock product prices. In addition to smaller total supplies 
of meat in the first half of the year, economic activity was strong. 
Rising consumer demand and inflationary pressures also combined to 
push prices up sharply for all livestock products. 

Plentiful supplies of 1978 feed grains and soybeans should encourage 
expanded livestock and poultry feeding in coming months. However, the 
record feed grain crop may not be a panacea for the livestock industry. 
The large crop and correspondingly lower prices could cause overstimulation 
of production and once again put the livestock industry in the unstable 
situation which has plagued both producers and consumers in the last 
five years. The feed grain reserve will remove some of this excess 
supply, but the potential instability will be a key consideration in 
developing set-aside programs for 1979. 

Meat supplies will hold relatively steady through this year and on 
into 1979. Continued year-to-year gains in output of fed beef, pork 
and poultry will offset further declines in production of nonfed beef. 
The production mix has important implications for consumer food prices. 
Through June, retail hamburger prices were 40 percent above a year 
ago. Prices of steaks were up 30 percent, roasts up 25 percent, 
broiler prices up 16 percent, and ham up 11 percent. 

In 1979 we are expecting 1 to 1 1/2 billion pound decline in 
beef production. Poultry and other meat production which was up 850 


million pounds in 19/8--is expected to increase 600 to 1,100 million 


oa | 
pounds in 1979. A major uncertainty is the magnitude of the increase 
in pork production. But an increase of around 400 million pounds 
(about a 3 percent increase) would be required to maintain total 


per capita meat supplies in 1979 at 1978 levels. 


Supply/Demand Balances and 1979 Set-Aside 


The Secretary of Agriculture is authorized to call for set-aside 
of cropland if he determines that food or feed supplies exceed the 
amount needed to maintain reasonable supplies and prices and meet 
any national emergency. 

To determine whether supplies are "excessive," foreign, as well 
as domestic, supplies be taken into consideration. The U.S. supply-use 
balance hinges considerably on foreign demand for U.S. farm products. 

That foreign demand is related to production elsewhere in the world. 
World grain production recovered in 1976 from two years of unusually bad 
weather to set an ali=Pane high, thanks to abnormally favorable weather 
worldwide. Global output in 1977 was good, though not as strong 
as 1976. 

Today it looks as if 1978 production may surpass the 1976 record; 
total world grain output is forecast around 1.5 billion metric tons. 
Consumption will also be record high, but production is still 
likely to surpass world requirements. 

It is important to note, however, that a forecast at this stage 
is quite tenuous, since many Southern Hemisphere crops are still being 
planted. 

Currently favorable wheat and rice crops suggest world food grain 


production should be about 5 percent higher in 1978 and slightly above 
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FIGURE 1. PRODUCTION LAGS DUE TO BIOLOGICAL LAGS 
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Figure 12 
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26 
consumption requirements. Global wheat output should be just under the 
1976 record and the rice harvest should be the largest ever. 

World feed grain production may also set a record this year, if 
current favorable weather patterns continue. Production will probably 
surpass expected world consumption for the year. 

World production of oilseeds and meals may surpass last year's 
record by 7 percent, near expected consumption. 

World cotton output will be close to consumption in 1978, though 
production will be 3 percent less than last year's. 

Wheat. The global grain outlook was an important factor in the 
August 15 20-percent set-aside requireient the Administration announced 
for participation in the 1979 wheat program. World wheat consumption 
in 1978 is projected to be 1-% percent below production and foreign 
stocks are expected to rise. With unrestrained U.S. production in 
1979, however, U.S. stocks would increase substantially and domestic 
wheat prices would drop about 10 percent. 

The set-aside will hold U.S. wheat production in 1979 about 6 
million metric tons below unrestrained production. Wheat prices should 
average around $2.75 per bushel barring unusual weather patterns. Our 
stocks would be reduced only slightly. 

Feed grains. A decision on set-aside requirements for the 1979 
feed grain program must be announced by November 15. Secretary Bergland 
has said he hopes to announce the program earlier, to give producers 
more time to make their marketing and planting decisions. 

At present, world feed grain production is expected to exceed 
requirements by about 1 percent. The outlook is still uncertain, of 


course, as Southern Hemisphere grains are only now being planted. 
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Figure 15 
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Figure 16 
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Barring unusual weather in the Southern Hemisphere during the grow- 
ing season, we can expect foreign feed grain stock levels to remain 
steady. Continued favorable U.S. weather could lead to a substantial 
increase in our stocks. Domestic feed grain stocks are presently estimated 
to be the highest level in 6 years, around 40 million metric tons. 

The Administration's decision on a set-aside for the 1979 feed grain 
crop will depend heavily on the outcome of this fall's harvest. We 
are currently projecting 1978 feed grain output at 209 million metric 
tons, 3 percent above last year's record production. 

If this large crop is realized, our feed grain supplies of 250 
million tons for the 1978/79 marketing season will surpass last year's 
record by about 8 percent. These large supplies would hold farm prices 


near current loan levels. 


Fish and Imported Foods 


In contrast to 1977 when the 30-percent increase in retail prices 
of fish and imported foods accounted for over two-thirds of the increase 
in the consumer price index for food, increases from that sector in 1978 
have been much less. Prices for fish and imported foods in 1978 are 
now expected to average 10 percent above last year. These account 
for about one-tenth of the total increase in food prices. Declines 
in coffee prices were offset by increases in the prices of sugar and 
fish. In June, retail prices of sugar and fish were 9 and 11 percent 


above a year ago with coffee prices down 20 percent. 


a2 

The cold front that moved through Brazil in August did not affect 
Brazil's 1978 coffee crop which was already harvested. In fact, production 
increased in 1978 from 1977, and preliminary reports do not indicate that 
the cold front will significantly affect 1979/80 production. The larger 
1978/79 supplies are well in line with consumption estimates. Green 
coffee prices and retail prices will likely continue to decline in 
coming months at a more moderate rate. 

Sugar price prospects are expected to continue to fluctuate in 
response to estimates of 1978/79 yields and sucrose recovery and related 
world and U.S. sugar program developments. As of June, retail sugar prices 
were around 24 1/2 cents per pound, about 9 percent above a year ago. 
Current prospects indicate 1978/79 world sugar production will total from 
87 to 91 million metric tons, raw value, compared with the revised 90.6 
million estimate for 1977/78. This level of production would suggest 
only a slight further net addition to current large world stocks. 

The price outlook for sugar is heavily dependent upon domestic 
sugar programs and the success of the International Sugar Agreement 
(ISA). This Administration is seeking legislation which will fulfill 
our commitment to income protection for domestic sugar growers ina 
manner that does not add to the inflationary pressures on our economy 
and is fully consistent with the ISA. We have proposed a 14.5-cent-per- 
pound market price objective with a commitment to protect grower returns 
through deficiency payments at a level based upon estimated costs of 
production and consistent with the protection provided the producers 


of other major crops. 
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1979 Food Price Proposals 

In looking ahead to 1979, uncertainties are readily apparent in 
all sectors of the food system. Weather, the pattern of livestock 
production and developments in general economic growth and employment 
in the U.S. and around the world will be the primary determinants of 
1979 farm prices. Marketing charges will be heavily dependent upon 
the results of significant wage negotiations in key sectors and other 
general inflationary pressures. Imported foods, particularly sugar, 
will reflect policy actions as well as crop production developments. 

Private forecasters anticipate a rate of inflation in the range of 
6 1/2 to 7 1/2 percent. Increases of these magnitudes would imply an 
increase of retail food prices of 4 to 5 percent. 

Fish and imported food prices remain weer but barring major 
aberrations, this component could add only 1 to 2 percent to food prices. 

The range of uncertainty on our farm prices is wider than for the 
general rate of inflation. But with feed (feed grains, hay and meals) 
supplies almost certain to exceed both national and international 
consumption requirements, 19/79 feedstuff prices will be below the calendar 
year 1978 average in 1979. This will encourage an expansion in livestock 
product production. 

Private forecasters look for a gain of 7 to 9 percent in food 
prices, which implies higher farm prices, primarily meat and dairy 
products. 

But the key to food prices in 1979 rests mainly upon the rate of 
expansion in pork and poultry meat. Beef supplies will be down and 


will cost more unless pork and poultry production expand rapidly. 


34 
Dairy product prices will be 6 to 8 percent higher. Fruit and vegetable 
prices will remain highly sensitive to weather. 

The range of uncertainty is also dependent upon 1979 crop prospects 
and farm program decisions. Crop price increases through 1979 would 
curb the expansion in livestock production only slightly because livestock 
product prices will be relatively favorable. Adverse weather could push 
some additional beef to market and provide some temporary gains in 
production. 

All in all, farm prices compared with 1978 could be from relatively 
stable to up significantly as this past year has demonstrated. A stable 
farm price situation in 1979 would likely result in food price increases 
on the order of 4 or 5 percent, while significantly stronger farm prices 


would almost certainly push retail prices higher. 
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